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STATE OF ARIZONA
DEBRA K. DAVENPORT, CPA OFFICE OF THE WILLIAM THOMSON

DEPUYY OITOR GENERAL
APRITER oFe A AUDITOR GENERAL e

Independent Auditors' Report

Members of the Arizona State Legislature

The Board of Supervisors of
Maricopa County, Arizona

We have audited the accompanying financial stalements of the Maricopa County AHCCCS and ALTCS
Plans as of and far the year ended June 30, 2002, as listed in the table of contents. These financial
statements are the responsibility of the Plans’ management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducled our audit in accordance with U.S. generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance abcut whether the financial
statements are free of material missiatement, An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overa|l financial statement presentation. We belleve that our audit provides a reasonable basis for aur
opinion.

As discussed in Note 1, the Maricopa County AHCCCS and ALTCS Plans' financial statements are
intended to present the financial position and changes in financial position, including cash flows, of only
that portion of the business-type activities and major funds of the County that is afiributable to the
transactions of the AHCCCS and ALTCS Plans. They do not purport to, and do not, present fairly the
financial pasition and changes in financial position, including cash flows, af the County in conformity with
U.S. generally accepted accounting principles.

In our opinion, the financial statements referred to in the first paragraph present fairly, in all material
respects, the financial position of the Maricapa County AHCCCS and ALTCS Plans as of June 30, 2002,
and the changes in financial position, including cash flows of the Plans for the year then ended in
conformity with U.S. generally accepted accounting principles.

As described in Note 1, Maricopa County adopted the provisions of GASB Statement No. 34, Basic
Financial Statements—and Management’s Discussion and Analysis—for State and Local Governments,
far the year ended June 30, 2002, to implement a new financial reporting model.

Our audit was conducted for the purpose of forming an opinion on the financial statements of the
Maricopa County AHCCCS and ALTCS Plans taken as a whole. The accompanying supplementary
schedules listed in the table of contents are presented for purposes of additional analysis and are not a
required pan of the financial stalements. Such information has been subjected to the auditing procedures
applled in the audit of the financial statements and, in our opinion, Is fairly stated, in all material respects,
in relation to the financiel statements taken as a whole. |

Dsbbie Davenpdr
Auditor Genera|
October 10, 2002

3010 NORTN 44TH STREET = GUITE 410 ¢« PHOENIX, ARIZONA 85016 « (B02) $53-0333 5 FAX (602) 683-005¢



MARICOPA COUNTY AHCCCS AND ALTCS PLANS
Statements of Net Assets—Enterprise Funds
June 30, 2002

Assets
Current assets:
Cash and cash equivalents
Receivables:
Capitation
Reinsurance
Accrued interest
Due from other County funds
Prepaid expenses

Total current assets

Moncurrent assets:
Capital assets:
Machinery and equipment
Less accumulated depreciation

Total noncurrent assets
Total assets

Liabilities

Current liabilities:
Medical claims payable
Accounts payable
Accrued liabilities
Due to ather County funds

Total current liabilities
Met Assets
Invested in capital assets, net of related debt
Resltricted for health care purposes

Total net assets

See accompanying notes to financial statements.
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MCHP Fund ALTCS Fund
$21,B75,613 $57,635,327
2,090,821 1,274,206
4,642,330 2,491,253
87,446 620,326
27,210
1,067,121

29,763,331 62,048,322
4,985,782 5,270,509

4 958,243 3,072417
7,539 2,198,002
29,770,870 64,246 414
14,139,373 27,140,828
278,818 2,420,105
2,560,357 866,699
502,103

16,978,548 30,929,735
7.539 2,198,092
12,784 783 31,118,587
$12,792,322 $33,316,679




MARICOPA COUNTY AHCCCS AND ALTCS PLANS
Statements of Revenues, Expenses, and Changes in

Fund Net Assets—Enterprise Funds

Year Ended June 30, 2002
MCHP Fund ALTCS Fund
Operating revenues:
Capitation 5 B3,687,569 5243,606,799
Reinsurance 4,282,276 8,542,328
Third party recoveries 501,963 194 487
Hospital supplement 7,334,655
SOBRA supplement 4,298,284
Total operating revenues 100,104,747 252,343,614
Operating expenses:
Hospital inpatient services 32,490,578
Medical compensation 17,747,204
institutional care 125,531,008
Home and community-based services (HCBS) 55,226,222
Acute care 38,830,863
Other medical 38,077,940 4,693,513
Administrative 4 838,792 17,272,635
Depreciation 13,773 99,966
Total operating expenses 93,168,287 241,654,207
Operating income 6,936,460 10,689,407
Neonoperating revenues:
Investment income 1,121,474 3,957 605
Total nonoperating revenues 1,121,474 3,857,605
Income before transfers 8,057,934 14,647.012
Transfers out 17,293,718 26,719 376
Decrease in net assets (9,235,784) (12,072,384)
Total net assets, July 1, 2001 22,028,106 45,389,043
Total net assats, June 30, 2002 512,792 322 % 33,316,679

See accompanying notes to financial statements.
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MARICOPA COUNTY AHCCCS AND ALTCS PLANS
Statements of Cash Flows—Enterprise Funds

Year Ended June 30, 2002

Cash flows from operating activities:
Cash receipts from:
Contractors
Third party insurers
Other County funds for goods and services
Cash payments to:
Providers for health care services
Suppliers for goods and services
Employees for services
Other County funds for goods and services

Met cash provided by operating activities

Cash flows from noncapital financing activities:
Cash transfers to other County funds

Net cash used for noncapital financing activities

Cash flows from capital and related financing activities:
Acquisition of capital assels
Net cash used for capital and related financing activities

Cash flows from investing activities:
Interest receipts

Met cash provided by investing activities
Met decrease in cash and cash equivalents
Cash and cash equivalents, July 1, 2001
Cash and cash equivalents, June 30, 2002

Operating income

Adjustments to reconcile operating income to net cash provided by

operating activities:
Depreciation

Net changes in assets and liabilities:
Capitation receivable
Reinsurance receivable
Other receivables
Due from other County funds
Prepaid expenses
Medical claims payable
Accounts payable
Accrued liabilities
Due to other County funds
Deferred revenue

Met cash provided by operating activities

MCHP Fund ALTCS Fund
$97,118,795 5253 413,677
501,963 235108
12,554
(81,963,637) (230,359,055)
(2,542,621) (B,721,362)
(600,482) (11,874,530)
(271,368)

2,242 640 4,706,392

(17.293,718)

(41,751,082)

(17.293,718) (41,751,082)
{1,168,961)
(1,168,961)
1,524,929 4,942 688
1,524,929 4,942 689
(13,526,149) (33,270,962)
35401,782 00,906,289

$21,875613
Reconciliation of operating income to net cash provided by operating activities:

S ST835327

See accompanying notes to financial statements.
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$ 6,936,460 $ 10,689,407
13,773 99,966
(1,775,499) 232,077
738,874 1,240,227
40,621
12,554

(1,067,121)
(3,647,915) (6,077.,449)
202,443 (1,269,921)
2,560,357 (540,191)
(271,368) 486,855
(1,447,364) (207,754)
$ 2,242,640 $ 4,706,392



Note 1

MARICOPA COUNTY AHCCCS AND ALTCS PLANS
Notes to Financial Statements
June 30, 2002

Summary of Significant Accounting Policies

The accounting policies of the Maricopa County Arizona Health Care Cost
Containment System (AHCCCS) and Arizona Long-Term Care System
(ALTCS) Plans (the Plans) conform to generally accepted accounting
principles applicable to governmental units adopted by the Governmental
Accounting Standards Board (GASB). During the year ended June 30, 2002,
Maricopa County implemented GASB Statement No. 34, as amended by
GASB Statement No. 37, which prescribes a new reporting model for state
and local governments. As a result, the Plans’ adopted the reporting
requirements for business-type activities specified by the pronouncement.
The County also implemented GASB Statement No. 38, which prescribes
new and revised note disclosures.

A summary of the Plans’ more significant accounting policies follows.
A. Reporting Entity

For financial reporting purposes, the Maricopa County AHCCCS and ALTCS
Plans comprise the Maricopa County Health Plan (MCHP) Fund and the
ALTCS Fund, respectively, which are accounted for as Enterprise Funds of
Maricopa County, Arizona, under the direction of administrators contracted by
the County Board of Supervisors. However, ultimate fiscal responsibility for
the Plans remains with the County. The AHCCCS and ALTCS Plans are
contractors with the AHCCCS Administration to provide health care services
to eligible enrollees of the AHCCCS and ALTCS Plans. The MCHP Fund
accounts for both inpatient and outpatient medical and nursing services
provided to eligible enrollees of the AHCCCS program. The ALTCS Fund
accounts for inpatient and outpatient medical and nursing services in addition
to managed institutional, home, and community-based long-term care
services provided to eligible ALTCS program enroliees. The AHCCCS and
ALTCS Plans receive monthly capitation payments from the AHCCCS
Administration for all eligible enrollees under the respective AHCCCS and
ALTCS programs.

B. Fund Accounting

The Plans’ accounts are maintained in accordance with the principles of fund
accounting to ensure that limitations and restrictions on the Plans' available
resources are observed. The principles of fund accounting require that
resources be classified for accounting and reporting purposes into funds in
accordance with the activities or objectives specified for those resources.
Each fund is considered a separate accounting entity, and its operations are

5



MARICOPA COUNTY AHCCCS AND ALTCS PLANS
Notes to Financial Statements
June 30, 2002

accounted for in a separate set of self-balancing accounts that comprise its
assets, liabilities, net assets, revenues, and expenses. The Plans’ financial
transactions are recorded as enterprise funds since their operations are
financed and operated in a manner similar to private business enterprises, in
which the intent of the Board of Supervisors is that the costs (expenses,
including depreciation) of providing goods or services to the AHCCCS and
ALTCS enrollees on a continuing basis be financed or recovered primarily
through user charges.

C. Basis of Presentation and Accounting

The financial statements include a statement of net assets; a statement of
revenues, expenses, and changes in net assets; and a statement of cash
flows.

A statement of net assets provides information about the assets, liabilities,
and net assets of the Plans at the end of the year. Assets and liabilities are
classified as either current or noncurrent. Net assets are classified according
to external donor restrictions or availability of assets to satisfy the Plans’
obligations. Invested in capital assets net of related debt represents the value
of capital assets, net of accumulated depreciation less any outstanding debt
incurred to acquire or construct the asset. Restricted net assets represent
contracts and other resources that have been externally restricted for health
care purposes. Unrestricted net assets include all other net assets, including
those that have been designated by management to be used for other than
general operating purposes.

A statement of revenues, expenses, and changes in net assets provides
information about the Plans’ financial activities during the year. Revenues
and expenses are classified as either operating or nonoperating, and all
changes in net assets are reported, including transfers. Generally, capitation,
reinsurance, third party recoveries, and hospital and SOBRA supplements are
considered to be operating revenues. Other revenues used for health care
services, such as investment income, are not generated from operations and
are considered to be nonoperating revenues.

A statement of cash flows provides information about the Plans’ sources and
uses of cash and cash equivalents during the year. Increases and decreases
in cash and cash equivalents are classified as either operating, noncapital
financing, capital financing, or investing.

The financial statements are presented on the accrual basis of accounting
using the economic resources measurement focus. Revenues are recorded

6



MARICOPA COUNTY AHCCCS AND ALTCS PLANS
Notes to Financial Statements
June 30, 2002

when earned and expenses are recorded at the time liabilities are incurred,
regardless of when the related cash flows take place.

The Plans apply only those applicable Financial Accounting Standards Board
Statements and Interpretations, Accounting Principles Board Opinions, and
Accounting Research Bulletins issued on or before November 30, 1989,
unless those pronouncements conflict with or contradict GASB
pronouncements.

D. Cash and Cash Equivalents

For purposes of the statement of cash flows, cash and cash equivalents
consist of cash held by the County Treasurer.

E. Capital Assets

Capital assets are recorded at actual cost and the capitalization threshold is
$1,000 or more. Depreciation of such assets is charged as an expense
against operations. These assets are depreciated over their estimated useful
lives using the straight-line method. The estimated useful lives of equipment
are 3 to 8 years.

F. Compensated Absences

Compensated absences consist of personal leave and a calculated amount of
family medical leave as defined by the Federal Family and Medical Leave Act
(FMLA), eamed by employees based on services already rendered.
Employees may accumulate up to 240 hours of personal leave depending on
years of service, but any personal hours in excess of the maximum amount
that are unused by the calendar year-end are converted to family medical
leave. Generally, family medical leave benefits provide for qualifying FMLA
events and are cumulative but do not vest with employees and therefore, are
not accrued. However, upon retirement, employees with accumulated family
medical leave in excess of 1,000 hours are entitled to a $3,000 bonus. The
vested amount of compensated absences is reported as an accrued liability in
the MCHP and ALTCS Funds.

G. Investment Income

Investment income is composed of interest and net changes in the fair value
of applicable investments.



Note 2

Note 3

Note 4

Note 5

MARICOPA COUNTY AHCCCS AND ALTCS PLANS
Notes to Financial Statements
June 30, 2002

Accounting Changes

As a result of implementing GASB Statement No. 34, the County made
several accounting and reporting changes. The most significant change is
that fund equity has been relabeled as net assets, and its components have
changed as described in Note 1.

Cash and Cash Equivalents

Cash and cash equivalents on the statement of net assets consists of cash
and investments held by the Maricopa County Treasurer and represents a
portion of the County Treasurer's investment pool portfolios. This portion is
not identified with specific investments and is not subject to custodial credit
risk.

Receivables

Capitation receivables result from revenues that are attributable to the year
ended June 30, 2002, but not received until the subsequent fiscal year.
Reinsurance receivables result from additional payments from the AHCCCS
Administration to the Plans for certain enrollees whose medical expenses
paid by the Plans during the fiscal year were in excess of specified deductible
limits.

Capital Assets

Capital asset activity for the year ended June 30, 2002, was as follows:

July 1, 2001 Increase June 30, 2002
MCHP Fund
Machinery and equipment  $ 4,965,782 $ 4,965,782

Accumulated depreciation (4944470) $ (13,773) (4,958,243)

Total capital assets, net $ 21312 $ _{(13.773) $ 7,539

ALTCS Fund
Machinery and equipment  $4,101,548 $1,168,961 $ 5,270,509
Accumulated depreciation (2,972.451) (99.966) (3.072.417)

Total capital assets, net  § 1,129,097 $1,068,995 $2.198,002




Note 6

Note 7

Note 8

Note 9

MARICOPA COUNTY AHCCCS AND ALTCS PLANS
Notes to Financial Statements
June 30, 2002

Medical Claims Payable

Medical claims payable consist of estimates of $9,027,046 and $23,661,468
incurred but not reporied (IBNR) medical claims, and $5,112,327 and
$3,479,360 reported but unpaid claims (RBUCs) for the MCHP and ALTCS

Funds, respectively.
Transfers Out

During the year ended June 30, 2002, the MCHP and ALTCS Plans
requested and received approval from the Arizona Health Care Cost
Containment System Administration to make transfers of $17,293,718 and
$26,719,376 from their June 30, 2002, restricted net assets to the County
General Fund, respectively.

Related Party Transactions

The following is a summary of the significant related party transactions for the
year ended June 30, 2002:

Description of MCHP Fund ALTCS Fund
Mame of Related Party Services Expenses Expenses
Maricopa County Medical Inpatient, outpatient, $37,963,982 50,626,236
Center and other services
Maricopa County Medical Attendant Care/Home 515,474,041
Center Healith

Risk Management

The Maricopa County AHCCCS and ALTCS Plans are exposed to various
risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. The Plans
are a participant in Maricopa County’s self-insurance program, and in the
opinion of the Plans’ management, any unfavorable outcomes from these
risks would be covered by that self-insurance program. Accordingly, the
AHCCCS and ALTCS Plans have no risk of loss beyond adjustments to future
years' premium payments to Maricopa County’s self-insurance program. All
estimated losses for unsettled claims and actions of Maricopa County are
determined on an actuarial basis and are included in the Maricopa County
Comprehensive Annual Financial Report.



MARICOPA COUNTY AHCCCS AND ALTCS PLANS
Notes to Financial Statements
June 30, 2002

Note 10 Subsequent Event

Note 11

On July 1, 2002, the County Board of Supervisors discontinued its contract
with the private sector company that had been managing, operating, and
administering the Plans for the last five and a half years. The Board then
hired the chief executive officer and the chief financial officer as County
employees.

Retirement Plan

Plan Description — The Plans contribute to a cost-sharing multiple-employer
defined benefit pension plan administered by the Arizona State Retirement
System. Benefits are established by state statute and generally provide
retirement, death, long-term disability, survivor, and health insurance
premium benefits. The System is governed by the Arizona State Retirement
System Board according to the provisions of A.R.S. Title 38, Chapter 5,
Article 2.

The System issues a comprehensive annual financial report that includes its
financial statements and required supplementary information. A recent report
may be obtained by writing the Arizona State Retirement System, 3300 North
Central Avenue, P.O. Box 33910, Phoenix, AZ 85067-3910 or by calling (602)
240-2000 or (800) 621-3778.

Funding Policy — The Arizona State Legislature establishes and may amend
active plan members’ and the Plans’ contribution rates. For the year ended
June 30, 2002, active plan members and the Plans were each required by
statute to contribute at the actuarially determined rate of 2.49 percent (2.00
percent retirement and 0.49 percent long-term disability) of the members’
annual covered payroll. The Plans’ contributions to the System for the years
ended June 30, 2002, 2001, and 2000 were $306,655, $304,914, and
$231,951, respectively, which were equal to the required contributions for the
year.
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